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BEFORE THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF CALIFORNIA

Joint application for an order authorizing the
sale of all outstanding shares of Meadowbrook Application No. 15-12-016
Water Company of Merced, Inc., (U-204-W), as (Filed December 21, 2015)
well as certain real property not owned by that
company, to California-American Water
Company (U-210-W).

SETTLEMENT AGREEMENT OF CALIFORNIA-AMERICAN WATER COMPANY
(U-210-W), MEADOWBROOK WATER COMPANY OF MERCED, INC. (U-204-W),
AND THE OFFICE OF RATEPAYER ADVOCATES

1. GENERAL STATEMENT

1.1 Pursuant to Article 12 of the Rules of Practice and Procedure of the California
Public Utilities Commission (“Commission”), California-American Water Company (“California
American Water”), Meadowbrook Water Company of Merced, Inc. (“Meadowbrook Water”),
and the Office of Ratepayer Advocates (“ORA”) (referred to individually as a “Party” and
collectively as “the Parties™), to avoid the expense and uncertainty of litigation of the matters in
dispute between them before the California Public Utilities Commission (“Commission”), agree
on the terms of this settlement agreement (“Settlement Agreement”), which they now submit for
review, consideration, and approval by the Commission.

2. THE PARTIES

2.1 Meadowbrook Water is a Commission-regulated Class C public water utility. It
serves approximately 1,695 connections in its Merced County, California service area. An
estimated 1,600 of those connections are residential, with the remainder being commercial. All
of its customers are metered. The company’s roots date back to the 1950s, when Fred Walker Sr.
and Fred Walker Jr. built it to provide water service in the area. Since 2003, their descendent,
David Walker, has run it.

2.2 California American Water Company, a California corporation, is a Class A
public utility water and wastewater service provider regulated by the Commission. It provides
utility services in parts of San Diego, Los Angeles, Ventura, Monterey, Sonoma, Sacramento,
Yolo, and Placer counties, serving approximately 630,000 people in 50 communities. It is an



experienced water and wastewater system operator with operations approximately 100 miles
from Meadowbrook’s operations.’

23 ORA is the independent office within the Commission that advocates solely on
behalf of investor owned utility ratepayers. Its mission is to obtain the lowest possible rate for
service consistent with reliable and safe service levels. ORA’s Water Branch represents
ratepayers by investigating California's 9 Class A utilities (systems with over 10,000
connections) such as California American Water.

3. THE APPLICATION

3.1 On December 21, 2015, in the above-captioned matter, California American
Water and Meadowbrook Water jointly filed an Application for Order Authorizing Sale and
Purchase of Utility as well as Related Actions (the “Application”).

3.2  The Application requests, among other things, Commission authority:

(a) Relieving Meadowbrook Water of its public utility responsibilities
following completion of the transaction;

(b)  Allowing California American Water to assume all public utility
responsibilities for the operation and ownership of the water utility
operations of Meadowbrook Water’s current service area;

(c) Establishing the rate base of the acquired system, at the time of
approval of a decision in this Application, to be the full purchase price
paid by California American Water;”

(d)  Allowing the system California American Water would own and
operate in the Meadowbrook area to function as a new district and have
the ability to apply for new rates under Meadowbrook’s current Class C
requirements;

(e) Establishing a transaction memorandum account, pursuant to
Commission Standard Practice U-27-W, to track all transaction related
costs, with rate treatment determined in California American Water’s
subsequent GRC;

® Approving California American Water’s requests to establish a
memorandum account, pursuant to Commission Standard Practice U-
27-W, to track the costs of addressing any required environmental
improvements and compliance issues.

! See Resolution W-5042, Order Approving California American Water Company’s Request to Acquire Ox Bow
Mutual Water Company. June 11, 2015. Ox Bow is less than 100 miles from Meadowbrook Water. In addition,
California American Water’s main Sacramento Operations are about 125 miles from Meadowbrook’s operations.
* With originally acquired rate base later potentially adjusted to include transactional costs associated with the
acquisition, depending on the resolution of recovery of such costs in California American Water’s subsequent
General Rate Case (“GRC”).



4. THE STOCK PURCHASE AGREEMENT

4.1 Pursuant to the Stock Purchase Agreement dated June 25, 2015, between
California American Water and the owners of Meadowbrook Water (the “SPA”), the shares
comprising all of the issued and outstanding equity interest of Meadowbrook Water will be sold
to California American Water. Sellers will also sell to California American Water certain real
property (the “Property””) not owned by Meadowbrook Water.

4.2 Under the SPA, the consideration to be paid to the sellers was $5 million plus or
minus the Adjustment Amount.” The adjustments were necessary to address certain accounting
issues. In addition, at the closing, California American Water was to deduct $25,000 from the
Purchase Price as reimbursement for a portion of the legal fees and costs it expended in
connection with the seller’s defense of the Ferrari Complaint.*

5. RATE BASE AND AUDIT FINDINGS

5.1 The Commission approved Meadowbrook Water’s most recent GRC Application
in Resolution W-4881 on July 14, 2011, recognizing its approved Rate Base as $1,963,522.°

52 On January 30, 2015, the Commission’s Utility Audit, Finance, and Compliance
Branch (“UAFCB”) released audit findings and recommendations for Meadowbrook’s financial
statements for 2012 and 2013. According to the UAFCB opinion, the financial statements were
fairly presented in all material respects except for the Water Plant in Service and associated
Depreciation accounts. Meadowbrook was instructed to exclude balances that could not be
substantiated for 2012 and 2013 in the above accounts when filing its 2014 annual report with
the Commission.

6. ORA’S PROTEST

6.1 On January 25, 2016, ORA filed a Protest to the Application. The Protest raised
several 1ssues or potential issues involving: (1) the system’s valuation, (2) compliance with
Public Utilities Code section 2720, (3) the appraisal, (4) the need to expand the Certificate of
Public Convenience and Necessity (“CPCN”), (5) whether California American Water could file
a separate rate case for Meadowbrook Water after taking over that system, (6) possible
adjustments to ratebase, (7) establishment of memorandum accounts, and (8) payment of legal
fees relating to C.14-02-005. On February 4, 2016, California American Water filed its Reply to
ORA’s Protest.

6.2  ORA then served multiple sets of data requests on California American Water and
on Meadowbrook Water. ORA also met in-person with representatives of Meadowbrook Water
to review, in great detail, Meadowbrook’s books and records.

® When discussing the SPA. unless otherwise stated, capitalized terms will have the same meaning as they do in the
SPA.

* See C.14-02-005, Complaint Against Meadowbrook Water Company of Merced, Inc. Regarding Advice Letters 50-
W and 50-W-A for Service Area Expansion, filed Feb. 25, 2014.

? See “Appendix A” to W-4881.



7. SETTLEMENT DISCUSSIONS

7.1 Over a period of months, the Parties met several times, including in-person and by
phone, to discuss settlement. These meetings included the exchange of extensive documents
relating to the valuation and operations. Following this long, in-depth settlement period of
settlement discussions, the Parties reached this settlement.

8. SETTLEMENT TERMS

8.1 The Parties reached a settlement based on the terms and conditions set forth in
this section. In this section, the Parties agree on and respectfully request the Commission do the
following:

(a) Approve adoption of a new map, included herewith as “Attachment 1,”
which 1s expected to resolve potential disputes with surrounding governmental agencies.

(b)  Approve as just and reasonable the sale of all outstanding shares and
equity interest in Meadowbrook Water to California American Water, and approve California
American Water’s purchase of such stock and equity interest.

(c) Approve as just and reasonable the sale of the real property included in
the SPA, but not owned by Meadowbrook Water.

(d)  Approve as just and reasonable the purchase price for all assets
reflected in the SPA (i.e., all outstanding shares and equity interest in Meadowbrook Water
and the real property not owned by Meadowbrook Water) for a total purchase price of $4
million. That total purchase price will be allocated as follows:

(1) $3,425,000.00 will be established as ratebase in accordance with
California Public Utilities Code section 2720(a), and will be included within the Sacramento
District’s overall ratebase.

(1)  $575,000.00 will be included as contribution in aid of construction
(“CIAC”), which California American Water will be allowed to recover as an expense, but on
which it will not earn a rate of return. This $575,000.00 will be recovered over 36 months as a
surcharge on bills of the customers in the Sacramento District into which Meadowbrook will be
consolidated.

(e) Approve consolidation of Meadowbrook Water’s current customers and
service territory, as reflected in the map included herewith as “Attachment 1,” into California
American Water’s Northern Division for operational purposes and into its Sacramento District
(which s part of its Northern Division) for ratemaking purposes.

® Relieve Meadowbrook Water of its public utility responsibilities
following Commission approval of the transaction.



(g)  Allow California American Water to assume all public utility
responsibilities for the operation and ownership of the water utility operations of
Meadowbrook Water’s service territory.

(h)  Approve expansion of California American Water’s CPCN, so
California American Water may provide public utility water service to the current and future
customers in Meadowbrook Water’s service territory, as reflected in “Attachment 1” hereto.
Also approve the cancellation of Meadowbrook Water’s current CPCN for its service area.

(1) Authorize California American Water to operate the system in
Meadowbrook under Meadowbrook’s current rates, with new rates to be established in
California American Water’s 2016 GRC, which is expected to be filed July 1, 2016 and
effective January 1, 2018. Collection of the surcharge to recover the $575,000.00 portion of
the purchase price associated with CIAC will also commence on January 1, 2018.

) Authorize California American Water to recover $61,002.13 in
transaction costs incurred prior to execution of this Settlement Agreement, as an amortization.
This $61,002.13 in transaction fees will be recovered over 36 months as a surcharge on bills
of the customers in the current Meadowbrook Water service area. Collection of this surcharge
may commence upon issuance of the Commission decision approving this Settlement.

(k)  Approve the removal from the SPA of the provision requiring that
$25,000 from the Purchase Price be deducted as reimbursement for a portion of the legal fees
and costs California American Water expended in connection with the seller’s defense of the
Ferrar1 Complaint. Seller instead shall pay that $25,000 directly to California American
Water within 10 calendar days of the Closing. The remaining $26,282.84 of the legal fees
California American Water expended in connection with seller’s defense of the Ferrari
Complaint will be recorded as California American Water general legal regulatory spend as
tracked 1in its general legal regulatory account.

0 If it has not already been done so in A.15-08-024, approve amending
the California American Water memorandum account that identified in the California
American Water tariff sheets as C.P.U.C. Sheet No. 8080-W, memorandum account “BC
Dunnigan Environmental Improvement and Compliance Issues Memorandum Account.” That
amended memorandum account will be re-named “The Memorandum Account for
Environmental Improvements and Compliance Issues for Acquisitions” and now include
expenditures in connection with the Meadowbrook service area, as well as subsequently
acquired systems unless otherwise noted. If the “The Memorandum Account for
Environmental Improvements and Compliance Issues for Acquisitions™ has already been
established by the Commission’s decision on the motion to approve the settlement in A.15-08-
024 (in connection with the Geyserville Water Works acquisition), then environmental
improvement and compliance related costs for the Meadowbrook service area will simply be
added to that memorandum account so that California American Water may, for recent
acquisitions such as Meadowbrook Water, track in that Account costs to ensure service of
safe, reliable drinking water to customers. California American Water will bear the burden of
proof of the reasonableness of the costs in the Memorandum Account for Environmental



Improvements and Compliance Issues for Acquisitions when seeking recovery of the amounts
tracked in that account.

8.2  While this settlement incorporates the SPA and the Application in this matter, to
the extent any provision of this Settlement Agreement is inconsistent with those documents, this
Settlement Agreement supersedes them and shall control.

8.3  In this Settlement Agreement, the Parties agree the decision in this proceeding
will consolidate for ratemaking purposes the Meadowbrook Water system into California
American Water’s Sacramento District; however, the Parties also recognize this Settlement is
premised on the inclusion and resolution of ratemaking for the Meadowbrook Water acquisition
in California American Water’s 2016 GRC. Inclusion in the soon-to-be filed 2016 GRC will
require actions both by the Parties and the Commission. Thus, the Parties agree:

(a) With their motion seeking approval of this Settlement Agreement, the
Parties will seek approval of a notice to be provided to Sacramento District and Meadowbrook
Water customers, informing them of the Meadowbrook acquisition and consolidation for
ratemaking purposes into the Sacramento District.

(b) That California American Water will include information concerning
the Meadowbrook Water Acquisition in California American Water’s July 1, 2016 GRC
filing.

(c) That although it may not be the ordinary practice under the Rate Case
Plan, by July 31, 2016, California American Water will provide an update to its July 1, 2016
GRC filing that may provide additional calculations relating to the Meadowbrook Water
acquisition as well as supplemental testimony concerning the acquisition.

9. CONDITIONS

9.1 Because this Settlement Agreement represents a compromise by them, the Parties
have entered into each stipulation contained in the Settlement Agreement on the basis that its
approval by the Commission not be construed as an admission or concession by any Party
regarding any fact or matter of law in dispute in this proceeding.

9.2  The Parties agree that no signatory to the Settlement Agreement assumes any
personal liability as a result of this Settlement Agreement. The Parties agree that the
Commission has primary jurisdiction over any interpretation, enforcement, or remedy pertaining
to this Settlement Agreement.

93 The Parties agree that the Settlement Agreement is an integrated agreement such
that if the Commission rejects or modifies any portion of this Settlement Agreement, each Party
must consent to the Settlement Agreement as modified, or any Party may withdraw from the
Settlement Agreement. Such consent to a Commission modified or altered Agreement may not
be unreasonably withheld. As between the Parties, this Settlement Agreement may be amended
or changed only by a written agreement signed by all of the Parties.



9.4  The Parties agree to use their best efforts to obtain Commission approval of the
Settlement Agreement. The Parties shall request the Commission approve the Settlement
Agreement without change and find the Settlement Agreement to be reasonable, consistent with
the law, and in the public interest.

9.5  This Settlement Agreement may be executed in counterparts, each of which shall
be deemed an original, and the counterparts together shall constitute one and the same
instrument. Each of the Parties hereto and their respective counsel and advocates have
contributed to the preparation of this Settlement Agreement. Accordingly, the Parties agree that
no provision of this Settlement Agreement shall be construed against any Party because that
Party or its counsel drafted the provision.

10.  This Settlement Agreement supersedes any prior representations by the Parties regarding
each stipulation contained herein.

11.  Each signatory to the Settlement Agreement is authorized and has authority to enter the
Agreement.

12.  The Parties agree that pursuant to Rule 12.5 of the Commission’s Rules of Practice and
Procedure, adoption of this Settlement Agreement “does not constitute approval of, or precedent
regarding, any principle or issue in the proceeding or in any future proceeding.”

13.  COMMISSION MODIFICATION OF SETTLEMENT AGREEMENT

13.1  If the Commission approves the Settlement Agreement with modifications, the
Parties request the Commission to provide a reasonable period for the Parties to consider and
respond to such modification.

13.2  If the Commission approves the Settlement Agreement with modifications, each
Party shall determine no later than two business days before the deadline imposed by the
Commission for acceptance of the modification whether that Party will accept the modification
and shall notify the other Parties of its determination.

13.3  If any Party does not agree to accept the Commission-approved, but modified,
Settlement Agreement, then the Settlement Agreement shall be deemed void.

June 28,2016 CALIFORNIA-AMERICAN WATER
COMPANY

By: A&% / ,/‘2/

Robert MacLean, President




July 6 , 2016 OFFICE OF RATEPAYER ADVOCATES

-

Ehza'lyeth Echols; Director

June ___, 2016 MEADOWBROOK WATER COMPANY OF
MERCED, INC.

By:

.David L. Walker, CEO
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June__ , 2016 OFFICE OF RATEPAYER ADVOCATES

By:
Elizabeth Echols, Director

June &2, 2016 MEADOWBROOK WATER COMPANY OF
MERCED, INC.

David L. Walker, CEO
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